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General Business Conditions 





HE activity of manufacturing and 

trade has continued at a high level 

during the past month. Although 

there has not been the marked 

seasonal expansion that usually occurs 
in September, this is hardly surprising after 
the basic industries have been running at a rec- 
ord breaking pace for such an extended period. 
Steel mill operations have recently receded 
from the capacity rate and unfilled orders have 
been declining for several months, with the re- 
sult that output at the close of September is 
estimated slightly below that at this time last 
year. The trend in building construction, 
except engineering works, appears to be down- 
ward and no marked recovery is to be expected 
until money market conditions become more 
nearly normal again. Production of automo- 
biles for the industry as a whole now appears 
to be slackening but in nine months has 
exceeded that of the full year 1928. 

None of which, however, need occasion un- 
due alarm as to the soundness of fundamental 
business conditions in this country. Trade and 
industry have been making an outstanding rec- 
ord for two years and if a breathing spell is now 
due the ultimate result should be beneficial in 
correcting undesirable tendencies and thus 
paving the way for renewed expansion later on. 

Everyone who stops to think knows that 
business is never static, but moves in waves, 
either expanding or undergoing recession. If, 
in the exuberance of the upswing business has 
adhered to sound principles in such matters 
as inventory policies, forward buying and 
credit, there is no reason why the ensuing 
downswing should be severe or prolonged. 
On these points, the business situation, from 
all available evidence, remains strong. 

Tightness of money therefore continues the 
principal handicap which business must sur- 
mount. Since this is a product to a large extent 
of the speculation in securities, a temporary 
slackening of the business pace, which would 
have as its effect a sobering influence on spec- 
ulative sentiment, should be the very thing 
needed to keep business on a sound and en- 
during basis. 

Movement of railway freight is still being 





Economic Conditions 
Governmental Finance 
United States Securities 











ET: ¢ cS New York, October, 1929. 


oF! y 
maintained-abovelast "year’s figures, the total 
volume for nime*months showing a gain of 
4 per cent. Labor conditions are reported 
generally satisfactory. While unemployment 
exists in some localities, the volume for 
the country is not of serious proportions, and 
the United States Bureau of Labor reports 
factory payrolls running markedly above last 
year. In August, the consumption of electric 
power in general manufacturing was 6 per 
cent greater than in August last year. 


The Crop Situation. 

The Government report on the crop as of 
September Ist was not as good as that of the 
preceding month, widespread drought having 
reduced grain and forage yields from the earlier 
promise. The corn estimate was marked down 
by approximately 300,000,000 bushels on ac- 
count of deterioration in August, grain sor- 
ghums by 20 per cent, and the yields of alfalfa, 
second-growth clover, cowpeas, and all late 
varieties of hay were materially reduced. The 
decline of pastures in August is reported as 
greater than in any other month since June, 
1911. This drought curtailment means serious 
losses to the dairy and live stock farmers. The 
potato crop estimate likewise suffered a reduc- 
tion of about 6 per cent from the August fore- 
cast. Wheat and oats yields are about as 
reported August Ist, but on account of rains in 
Argentina and better crop reports from Europe 
the price of wheat has suffered a considerable 
reaction from the July figures. 

The September Government estimate on the 
cotton crop was 14,825,000 bales of 500 Ibs. 
each. This was a decline from the August 
estimate large enough to take the market by 
surprise, but weather conditions since have 
been none too favorable, and current opinion 
is that the figures probably are high enough 
for the present outlook. Apparently there is 
no question that the final outturn will be less 
than last year’s consumption and that the car- 
ryover next year will show a further decline. 


Steel and Building 


Steel production, after a period of eight 
months in which operations averaged better 


than 90 per cent of rated capacity, has given 
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ground rather sharply during the last few days. 
For several months the backlog of unfilled 
orders has been drawn down, the United States 
Steel Corporation’s unfilled tonnage declining 
from 4,427,763 tons on April 30, to 3,658,211 on 
August 31, but the latter figure was still 
slightly above that of a year previous. 

On the demand side prospects seem bright- 
est from the manufacturers of railway equip- 
ment, and some large rail orders have been 
placed direct by the railroads. Contracts for 
building freight cars have shown a marked 
increase since July 1 and in the eight months 
ended August 30 amounted to 66,011 cars, an 
increase of 125 per cent over the corresponding 
period of 1928 and a larger total than for any 
full calendar year since 1925. Locomotive or- 
ders also have this year been more than twice 
as large as last year. Demand for steel from 
the shipbuilding yards continues to grow as 
the revival of that industry gains headway. 
At the midyear there were 119,098 gross tons 
of merchant vessels under construction in 
United States yards against 96,438 tons at the 
end of the first quarter. Structural steel busi- 
ness has also been good, but these and other 
incoming orders have not been sufficient to 
offset the drop from the motor industry. 

In the building field indications have become 
more pronounced that the high level of money 
rates and the difficulty of raising funds on real 
estate bonds and mortgages is seriously check- 
ing new projects in many localities. Apart- 
ment and residential construction has suf- 
fered the most marked falling off while 
industrial plants and public utility installations 
which can be financed through stock issues 
have been least affected. 

Contract awards as compiled by the F. W. 
Dodge Corporation amounted to $4,157,000,000 
in the first eight months of the current year 
and preliminary figures indicate approximately 
$465,000,000 for September, bringing the nine 
months total to $4,622,000,000. This compares 
with $5,132,000,000 for the first nine months of 
1928 and represents a decrease of 9.9 per cent. 

A decrease of this proportion might not ap- 
pear to be very serious, and considering the 
adverse money conditions under which build- 
ing has operated it has been said that the in- 
dustry has held up very well. Closer analysis 
of the building situation, however, shows that 
the actual floor space of residential construc- 
tion in the first eight months of 1929 has fallen 
26.3 per cent under 1928, while commercial 
floor space is 7.5 per cent greater and indus- 
trial floor space is 15.5 per cent greater. Pub- 
lic works and utilities cannot be measured by 
floor space but in dollar value were 2.7 per 
cent larger than last year. 

Similar signs of a slowing down in building 
are evident from a recently published survey 
of building permits or plans filed in 577 leading 
cities representing every State. The volume 


for these cities in August was $256,720,837, as 
compared with $287,497,821 in July and $314,- 
551,218 in August, 1928, decreases of 11 and 
18 per cent respectively. 


Oil Outlook Improves 

A large increase in production of crude 
petroleum this year has kept the oil industry 
in a depressed condition but the recently en- 
acted California conservation law went into 
effect in September and efforts are being made 
to further reduce output in Oklahoma. Under 
the California law production of oil is to be 
curtailed where facilities for conserving the 
gas flow from the wells are not present. Most 
of the large companies operating in the State 
have taken steps to hold down production in 
accordance with the new legislation but a 
number of small producers have not yet come 
into line and a court action is now being 
prepared to test the constitutionality of the 
gas conservation law. 

Consumption of gasoline and other refined 
products has continued its rapid rate of 
growth and resulted in large withdrawals 
from stocks in storage this Summer. Al- 
though common experience indicates that the 
rate of expansion in gasoline consumption 
might normally be expected to slow down as 
time goes on, this tendency is offset by such 
factors as the practice of having two or three 
cars to a family, year-around motor bus serv- 
ices, the rapidly increasing number of motor 
boats in operation and more widespread air 
mail and passenger transport. On the accom- 
panying chart is shown the growth in con- 
sumption of gasoline in the last several years 
together with production and stocks. 


MONTHLY GASOLINE PRODUCTION, CONSUMP- 
TION AND EXPORTS, AND STOCKS ON HAND 
(in millions of barrels) 
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Recently there have been some reductions in 
prices of gasoline in the East, and the com- 
petition of several large companies in that 
territory has been aggravated by shipments 
made from California to Atlantic ports for sale 
at cut rates through independent service 
stations, but this lowering of prices is believed 
to be largely seasonal, just as the prices of 
crude petroleum are often reduced in the Fall 
when peak demand has subsided and produc- 
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tion must be run into storage. No one can say 
for certain that the price structure will not be 
lowered, for stocks of crude have mounted to 
considerably above requirements, but the more 
important factor in the outlook now appears to 
be the curtailment program upon the success 
of which the maintenance of prices is contin- 
gent. Earnings for the industry as a whole 
are expected to show an improvement over 
last year, but the profit will not come so much 
from crude production, if proper reserves 
for depletion are set up, as from pipe-line 
transportation, refining, retail distribution and 
by-products. 


Money and Banking 


The money situation has shown no impor- 
tant change during the past month. Demand 
for credit continues strong, and rates firm. 

Bank statements reflect clearly enough the 
causes of continued tight money. Unsecured 
loans of the weekly reporting member banks, 
which are considered indicative of general 
business borrowing, have been rising steadily 
all Summer and at the last reporting date 
stood at $9,569,000,000, a new high record, 
approximately half a billion dollars above the 
total on the corresponding date a year ago. 
We give below a chart which shows the course 
of these loans by months over a three-year 
period. It will be seen that the rate of in- 
crease in 1929 has been an accelerating one 
as the year has progressed. 
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800 8000 
Loans Other Than Secured by Stocks and Bonds of 
Weekly Reporting Member Banks 
(In Millions of Dollars) 

Undoubtedly the increased volume of com- 
mercial borrowing thus indicated reflects the 
high volume of general business activity. 
Lately the pace of business expansion has ap- 
peared less rapid, notwithstanding which these 
loans have continued to increase, occasioning 
some speculation as to whether the movement 
may not reflect in part some unhealthy accu- 
mulation of inventories. Business, however, 
has been averse all along to accumulating 
stocks of goods greater than seem warranted 
by the increased volume of sales, and the 
tendency in most lines has been to apply 
prompt correctives upon any sign of a clog- 
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ging in channels of distribution. Moreover, 
with prompt and efficient railway transporta- 
tion and the absence of rising prices there has 
remained little incentive for inventory accu- 
mulation. The congestion in the movement 
of wheat, caused by slow export demand, a 
large carryover from last year, and heavy 
shipments from the new crop, has doubtless 
been a factor, however, in the situation. 


The Increase of Brokers’ Loans 


Along with the enlarged commercial demand 
has been an increased demand for credit for 
the purpose of carrying securities. With but 
two exceptions, every week since the begin- 
ning of June has brought an advance in 
brokers’ loans until on September 25 the total, 
as reported by the Federal reserve banks, 
stood at $6,761,000,000, an increase of $1,477.- 
000,000 in the sixteen weeks since June 5, anJ 
of $2,236,000,000 as compared with the total 
on September 26, 1928. 

A feature of this extraordinary loan rise 
which has attracted considerable attention is 
the fact that during recent weeks it has been 
accompanied by declining rather than rising 
stock prices. Several times within the past 
month when the action of the stock market 
had led Wall Street to anticipate a decrease 
in the weekly reported total of brokers’ bor- 
rowings the figures turned out to be a large 
increase. Doubtless the heavy volume of new 
capital issues, including notably investment 
trusts, accounts in part for this anomaly. 


Banking Situation Strong 


Despite the active demand for money from 
both business and speculative sources, which 
is tending to keep rates up, the banking posi- 
tion continues strong. Of the increase in 
brokerage loans that has taken place in the 
past few months by far the greater part has 
represented funds offered by individuals, cor- 
porations, foreign lenders, and others than 
banks. If, for example, a comparison of the 
September 25 loan figures be made with those 
of June 5 it will be found that New York City 
banks have increased their brokerage loans for 
their own account from $837,000,000 to $1,024,- 
000,000, or by only $187,000,000, and those for 
account of out-of-town bank correspondents 
from $1,513,000,000 to $1,876,000,000 or by 
$363,000,000, while these same banks have in- 
creased their loans placed for account of 
“others,” representing non-banking lenders, 
from $2,934,000,000 to $3,860,000,000, or by over 
$900,000,000. It will be observed that these 
loans for account of “others” now amount to 
approximately 57 per cent of the total, which 
illustrates the difficulty of exerting effective 
banking control over the situation. 

With so substantial a portion of the credit 
advanced to the stock market provided from 
non-banking sources, it is not surprising that 
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the banking figures themselves reflect a 
smaller degree of ansion. As compared 
with the increase of $1,477,000,000 shown by 
brokerage loans from all sources since June 
5, total bank collateral loans, including not 
only loans to brokers but also secured loans 
to individuals show an increase, for the same 
period, of but $485,000,000, and are $800,000,- 
000 above a year ago against an increase in 
total brokers’ loans for the same period of 
over two billions. 

If to the increase of $800,000,000 in secured 
loans of reporting member banks as compared 
with a year ago is added the increase of $500,- 
000,000 shown for unsecured, or so-called 
commercial loans, the net expansion of total 
loans over the past year is found to approxi- 
mate $1,300,000,000, or 8.2 per cent. In order 
to meet the demands of their depositors for 
credit, however, these banks have been steadily 
liquidating their own investments in securi- 
ties. On September 18, the total of these was 
down $550,000,000 from a year ago, or an 
amount which almost precisely offsets the in- 
crease in commercial loans and makes the net 
expansion in member bank credit for the year 


only $760,000,000 or 3.5 per cent. 


Federal Reserve Policy 


At the Federal reserve banks the principal 
feature of the month has been the substantial 
purchase of acceptances, in accordance with 
the usual practice of putting funds into the 
market at this season of the year to assist in 
financing Fall trade and crop moving. Since 
the end of July Reserve bank holdings of ac- 
ceptances have increased from $75,000,000 to 
$264,000,000, and it is expected that these hold- 
ings will be further increased as the season 
progresses. 

That the volume of dollar acceptances drawn 
in financing American trade will be larger 
this year than ever before is the prediction of 
Robert H. Bean, Executive Secretary of the 
American Acceptance Council, based on the 
total outstanding at the end of August. On 
this date the total was reported to have estab- 
lished a mid-summer record of $1,200,000,000, 
an increase of $73,837,000 since the end of 
July and of $93,000,000 since the low point of 
the season at the end of May. Allowing for a 
normal increase in drawings during the bal- 
ance of the year, it seems not improbable that 
the total on December 31 will exceed $1,500,- 
000,000. This estimate was made before the 
advance of the Bank of England’s discount 
rate, from 5% to 6% per cent on September 
26th, the effect of which will be to increase 
the demands on New York for financing the 
Fall export movement from this country. 

Significant of the reappearance of the Re- 
serve banks in the market as buyers of bills 
is the assurance it gives of a decision on their 
part to maintain stability of rates for Fall 


trade. That the Reserve authorities are hope- 
ful that the credit thus realized will be confined 
to industry and trade, and not be deflected to 
the speculative market goes without saying. 
The fact that the discount rate at the New 
York Reserve bank was raised two months ago 
concurrently with the lowering of the accept- 
ance rate seems clear enough evidence that 
the Reserve banks are by no means intending 
to give the speculative element free rein to go 
ahead. Thus far since the rate changes were 
made bank loans to brokers have shown 
comparatively slight increases, while the vol- 
ume of member bank borrowings at the Re- 
serve banks has declined, and in September 
averaged lower than in either July or August. 


Money Rates in September 


Referring to money rates in detail during 
September, the outstanding feature was the 
generally higher average of call money than in 
August, though there were fewer extreme 
fluctuations. If there were fewer instances 
of 6 and 7 per cent call money, there was 
also an absence of run-ups in the rate to 12 
and 15 per cent such as occurred on several 
occasions in previous months. On the average, 
call money ruled 8 to 9 per cent, with advances 
to 10 per cent when demands were unusually 
heavy. 

Fiscal operations of the Government cen- 
tering on September 15 involving tax pay- 
ments and quarterly financing passed off with 
remarkably little disturbing effect upon the 
money market, considering the huge turnover 
of funds estimated in excess of $1,800,000,000. 

Stock exchange time money rates moved 
somewhat higher during September, the 
rate at the close of the month being 9-9%4 
per cent, against 834-9 per cent a month pre- 
vious, and 7%4-7¥% a year ago. Open market 
commercial paper was quoted at 6% for prime 
names, and bankers acceptances 5% for 90- 
day bills. The Treasury quarterly offering of 
$500,000,000 9 months’ 4% per cent certificates 
was heavily oversubscribed. Although the 
rate was under the 5% per cent rate fixed by 
the Treasury on its issue of last June, the 
new issue carried exemption from the surtax 
as well as the normal tax in accordance with 
recent legislation permitting such exemption 
for Treasury securities of not more than one 
year maturity. 


Advance of Bank of England Rate 


In view of the rapid rate at which the Bank 
of England has been losing gold over the 
last three months an advance in its discount 
rate has been expected, and came on the 26th 
ultimo, the change being from 5% per cent to 
6%. On the same day the State banks of 
Denmark and Norway advanced their rates 
¥Y% of 1 per cent, and that of Sweden a full 
1 per cent. On September 27 the National 
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Bank of Austria increased its rate from 7% 
to 8% per cent. 

The action by the Bank of England makes 
the second increase of a full 1 per cent since 
the beginning of the current year, the first 
having been on February 7. Excepting for a 
reduction of 4 per cent by the Reichsbank on 
January 10 all changes in Europe this year 
have been upward, and nearly all of the central 
institutions have acted. Following is a record 
of these changes: 


FOREIGN CENTRAL BANK RATE CHANGES 

DURING 1929 Per Cent. 

January 7 

January 12 

February 7 
March 15 


Italy 
Germany 
England 
Italy 
Netherlands 
Poland 
Austria 
Hungary 
Germany 
Danzig 
Rumania 
Rumania 
Bulgaria 
Belgium 
September 26 England 1% 
September 26 Denmark 
September 26 Norway 

September 26 Sweden 

September 27 Austria 
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In each instance the advance of the discount 
rate is for the purpose of raising the general 
level of interest rates and thereby attracting 
capital to the market affected, or at least in- 
ducing capital not to leave it for better rates 
elsewhere. Thus this general action has a 
competitive motive, one financial center being 
forced to act by conditions elsewhere, and the 
action of one central bank to some extent 
nullifying the action of another. The com- 
bined effect, however, is to bring about a 
general contraction of credit. Where the dis- 
count rate does not accomplish it, resort may 
be had to credit-rationing, i. e., an arbitrary 
allotment of credit, as in Germany a few 
months ago. 

The discount rate usually is effective upon 
a volume of liquid credit which is seeking the 
best lending market, but may not be so over 
movements due to more fundamental causes. 
In view of the volume of payments now run- 
ning to the United States on account of accru- 
ing interest and the trade balance, it cannot 
be said with certainty that even 6% per cent 
in London will stop gold shipments to the 
United States, particularly in view of the fact 
that the dominating influence at New York 
has not been the 6 per cent Reserve rate, but 
the higher rates on brokers’ loans. 

In the June number of this publication we 
ventured to observe that “the gold mines of 
the world are not producing gold fast enough 
to supply the accustomed base, at the rate at 
which credit expansion has been going on in 
recent years.” This theory is supported by 
the continuing developments. 
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In view of the fact that net imports of gold 
into the United States thus far in 1929 aggre- 
gate about $200,000,000, the demand for credit 
in the New York market is agreed to have 
been the dominating influence in this world 
credit situation. The effect, however, has not 
been to lower interest rates in New York. On 
the contrary, they are higher now than a year 
ago. The most marked difference is in time 
loans on collateral security, which in the past 
week have been 9 to 9% per cent, against 74 
in the corresponding week of last year, while 
the comparison upon call money is 8 to 10 
per cent this year against 6% to 8 last year. 
Commercial paper is now 6% against 5% to 
534 last year. The claim always made for the 
Street that it can get money by bidding for 
it, has been made good in the past year, but 
the persistent theory that cheaper money is 
only a few weeks or months ahead has not 
been realized. Wall Street has obtained an 
increased supply of credit by putting all the 
rest of the world on short rations. 


New Financing in 1929 


For the eight months from January 
through August of this year the tabulation of 
the Commercial and Financial Chronicle of 
securities of all classes offered on the open 
market of this country shows a grand total of 
$8,074,520,000. This was 25 per cent in excess 
of the total for the corresponding period of 
last year, and 68 per cent in excess of that 
for the corresponding period of 1925. 

Even more significant than the increase in 
the grand total of new financing has been the 
change that has taken place in the character 
of the offerings. High money rates and the 
speculative fever which has swept the country 
have created an appetite for common stocks 
which is making profound changes in the 
field of money and credit. 

Because the year has been one of such 
important changes in the character of new 
financing, it is of interest to examine the 
figures in some detail. 





Progress of Refunding Operations 

One of the first points of interest in 
connection with the figures is the effect of 
the high money rates of 1929 upon the volume 
of refunding. Following is a table based on 
figures of the Commercial and Financial 
Chronicle comparing the grand total of new 
issues and the amount of refunding for the 
first eight months of the past five years. It 
will be observed that 1927 and 1928 were both 
years of large refunding operations. Interest 
rates during much of the time were low and 
corporations took advantage of this fact on a 
large scale to float new securities bearing 
relatively low coupon rates for the purpose of 
paying off high interest bearing debt incurred 
during the credit stringency of 1919-1920. 
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Thus many corporations were enabled to ma- 
terially improve their profit position through 
a reduction in fixed charges. It will be ob- 
served from the table that 1928, despite the 
tightening of money in the latter half of the 
year, saw the largest volume of this business, 
the amount of refunding issues reaching a 
total of $1,656,957,000, or over 25 per cent of 
all issues. 

With the steady tightening of money in 
1929, however, the opportunities for successful 
refunding have been diminished, resulting in 
a shrinkage of nearly one-half in the volume 
of issues for that purpose. That the total did 
not undergo an even more drastic decline is 
due to the fact that several large corporations 
found it possible to carry through refinancing 
operations by means of the issuance of stock. 
If, from the total of refunding issues for the 
eight months, the stock issues are deducted, 
the remaining amount of refinancing repre- 
sented by bonds fell to $478,589,000. 


TOTAL NEW CAPITAL AND REFUNDING 
(000 omitted) Per Cent 


Refundin 
of Gran 
Refunding Total 


$ 736,807 15.3 
598,489 11.9 
1,386,859 21.5 
1,656,957 25.6 
965,577 11.9 


The Trend to Common Stocks 


A still more impressive feature of the new 
financing of the current year has been the 
increase in the flotations of stocks. Evidence 
of what has been occurring along this line ap- 
pears in the following table from the 
Chronicle’s compilations comparing flotations 
of common and preferred stocks for the first 
eight months of this year and previous years. 


NEW CAPITAL STOCK ISSUES (Domestic) 
(000 omitted) 


8Mos.endingy Grand New 
Total Capital 
$4,802,025 $4,065,218 
quancensesel 4,987,649 4,389,159 
5,057,148 
4,802,445 
7,108,943 


8 Months 
Ending 
Aug. 31 Preferred Stocks Common Stocks 
1925 $ 392,048 $ 302,805 
1926 .. «+ $70,288 456,785 
1927 .. 490,725 436,430 
604,667 758,583 
sees 1,174,292 2,969,316 


Total 


$ 694,853 
827,073 
927,155 

1,363,250 
4,143,608 


It will be observed that the total flotations of 
preferred and common stocks combined have 
multiplied nearly seven times since 1925, and 
have multiplied over three times in the past 
year alone. While growth in preferred stock 
flotations has been notable—having nearly 
doubled in the past year—by far the greater 
part of this increase has been represented by 
common stock flotations, which in the past 
year alone jumped from $758,583,000 to 
$2,969,316,000. 

Nor is this all. Along with this increase in 
stock issues for the purpose of raising new 
capital has been an increase (already referred 


to) in stock issues for the purpose of retiring 
other forms of capital obligations. The pres- 
ent preference for common stock has afforded 
an excellent opportunity for corporations to 
extinguish, or at least materially reduce, the 
volume of their indebtedness. That corpora- 
tions have availed themselves of these oppor- 
tunities is illustrated by such outstanding ex- 
amples as the sale of $142,325,000 common 
stock paying $7 per share by the United States 
Steel Corporation with the concurrent retire- 
ment of $303,155,000 bonded debt, of $119,- 
075,550 common stock paying $7 per share by 
the Anaconda Copper Mining Co. to cancel 
$104,122,000 of bonds, and the current offering 
by the Bethlehem Steel Corporation of $88,- 
000,000 stock to call $50,166,000 of its bonds 
for redemption, the remainder to be used for 
buying its own bonds and those of subsidiaries 
in the open market. Including these flota- 
tions, the total volume of stock offered for 
refunding purposes during the current year 
as compared with previous years is indicated 
by the following table: 


STOCK ISSUES FOR REFUNDING 
(000 omitted) 


8 Months 
Ending 
Aug. 31 Total 
$ 76,571 
21,256 
186,482 
409,985 
486,988 


Preferred Stock Common Stock 


1925 y $ 45,877 
1926 . ose 11,028 


68,826 
178,183 
393,736 


The wiping out of debt indicated by these 
figures undoubtedly strengthens the position 
of American corporations and paves the way 
for a larger distribution of earnings in the 
future to corporation shareholders. From the 
point of view of the bond market it is apparent 
also that this large retirement of bonds, to- 
gether with the limited creation of new issues, 
is creating a scarcity value for fixed income 
obligations which is bound to be reflected in 
price once the pendulum of public favor 
swings back to that type of security. 


The Decline of Bond Prices 


What has happened to the bond market 
during this flood of common stock financing is 
suggested by the accompanying diagram 
showing the Dow Jones Index of prices of 40 
representative bonds, by months, since 1925. 


DOW, JONES AVERAGE OF 40 BONDS 
(By Months) 
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During 1927 and early 1928 bonds reached 
the height of their recovery from the period of 
depression caused by the war and the post-war 
inflation. It was then commonly predicted 
that with cessation of the wastes of war and 
with the accumulation of capital resulting 
from a revolution in industrial methods, bond 
prices were headed for a long upward swing. 
Times were recalled when prime bonds at the 
beginning of the century sold on a 3 to 3% 
per cent basis. However the situation sud- 
denly changed. The extreme ease of money 
conditions in 1927 started the speculative ball 
arolling and the movement gained in momen- 
tum with the prosperous business conditions 
of 1928 and 1929. The spectacle of the huge 
profits made in stock speculation proved a 
magnet to draw more funds until investors in 
every land have been participating in our mar- 
ket. Fast as new stock issues have been 
created, they have been unable to keep pace 
with the demand, with the result that prices 
have been bid up to levels which discount the 
future for an unusually long period ahead. 
Ordinary yardsticks of sound stock values 
have long gone by the board, and whereas it 
was formerly customary to consider ten times 
annual earnings as a fair selling price for com- 
mon stocks, prices fifteen to twenty times earn- 
ings are no longer unusual and numerous 
instances can be found where the ratio is 
higher than that. At the same time investors 
have chosen to disregard almost entirely the 
question of current return on their investments 
and we have the spectacle of the public paying 
8, 9, 10 per cent and more for funds with which 
to bid for stocks upon which the yield at 
the prices paid is not more than 2 and 3 per 
cent and often less. Naturally in a market of 
this sort and under the money conditions pre- 
vailing, bonds have been at a disadvantage in 
attracting the investor who is lured on by far 
more glittering promises, and prices of fixed 
income obligations, as indicated by the chart, 
have shown a steady decline to the lowest 
levels since 1925. 


Speculation and the New Capital Market 


Nor has the influence of this speculative 
spirit been confined to outstanding obligations. 
It is having its effect upon the character of 
new security issues. In preceding tables we 
have shown the manner in which refunding 
operations have been affected and the extra- 
ordinary growth in the flotations of common 
stock. In the following table we present a com- 
parison of total security flotations for the 
eight months of this year and of previous 
years, by groups,—that is, comparing the re- 
spective divisions by stock or bond, and 
whether for foreign or domestic purposes. In 
this table figures are given which cover new 
capital only, refunding issues being excluded. 


TOTAL NEW CAPITAL ISSUES 
(000 omitted) 


Domestio Corporate Domestic Domestic Foreign 
Bends and Notes Stocks Municipals* Issues Total 
$1,663,782 $ 694,853 $1,054,274 $652,309 $4,065,218 
. 1,870,125 827,073 987,604 704,357 4,389,159 
2,133,750 927,155 1,094,086 902,157 5,057,148 
e 1,508,968 1,363,250 941,868 988,359 4,802,445 
1929........ 1,526,286 4,143,608 818,577 620,472 7,108,943 


* Including farm loan issues. 


8 Months 
Ending 
Aug. 31 


In the extreme left hand column is shown 
the trend of domestic corporation bond and 
note issues. For the eight months of this 
year the total of such issues was slightly 
above that of the corresponding period of last 
year, but below that of preceding years, des- 
pite the great expansion of business during 
the same period which might have been ex- 
pected to call for larger demands for capital. 
Moreover, it should be remembered that a sub- 
stantial part of this total represents bonds 
carrying conversion privileges or some other 
call upon stock. Had it not been possible to 
“sweeten” up many bond offerings in this way 
the total would have been even lower. 

That business has not thus far suffered from 
this paucity of bond financing is explained by 
the figures in the second column showing again 
the tremendous increase in stock issues. 

It is probably true that common stocks are 
destined to enjoy a higher degree of respecta- 
bility in the future than in the past. During 
the past decade the wealth and earning power 
of many of our corporations has become so 
great as to entitle their common shares to 
an investment rating. So long as the stock 
market holds up, industrial concerns can doubt- 
less continue to satisfy their need for capital 
through the issuance of stock. There are, 
however, certain important sources of demand 
for capital which are not readily satisfied 
through the medium of stock issues. This is 
true on the whole of the building industry, and 
of improvement projects undertaken by States 
and municipalities. Thus the falling off in 
bond fiotations indicated by the third column, 
unless counteracted, is bound to affect expen- 
ditures for public improvements, with possible 
adverse effects upon business. The shrinkage 
in foreign security offerings indicated by the 
fourth column is also deserving of note. 
Since the volume of foreign securities sold 
in this market constitutes a major item in 
our international balance sheet counter-balanc- 
ing our huge excess of exports, any condition 
interfering with the free flow of such securities 
to our market tends to diminish foreign pur- 
chasing power and thus weaken one of the 
sustaining factors in our industrial activity. 


The Growth of Investment Trusts 


No study of new financing during 1929 is 
complete without mention of the extraordi- 
nary increase in the formation of investment 
trusts. This type of corporate organization, 
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though well known in Europe for many years, 
was not developed in this country until after 
the war. Even then it did not begin to at- 
tract marked attention until within the past 
two or three years. 

By the beginning of 1929, however, the 
total paid-in share and debenture capital of 
investment trusts, together with holding com- 
panies generally classed as investment trusts, 
was estimated in the neighborhood of $1,- 
584,000,000. 

To this already huge total, the first eight 
months alone of 1929 added another $1,600,- 
000,000, according to the tabulations of the 
Commercial and Financial Chronicle, and 
evidently the end is not yet. Indeed the 
monthly totals recently have been increasing 
rather than decreasing. The following table 
from the Chronicle, showing the record of 
financing by investment trusts and trading 
and holding companies akin to investment 
trusts, month by month through August, indi- 
cates that a new high record for the year 
was reached in the month of August when 
the total fell just short of half a billion dol- 
lars. Since the total of capital flotations 
of all sorts for the month amounted to but 
$868,424,671, it will be seen that investment 
trusts and holding companies accounted for 
over 55 per cent of the whole. Nor do these 
figures allow for the fact that certain of the 
established investment trusts follow a prac- 
tice of more or less continuously feeding out 
small blocks of stocks to investors which are 
difficult to check but which must be substan- 
tial in the aggregate. 


FINANCING BY INVESTMENT TRUSTS AND 
TRADING AND HOLDING COMPANIES DURING 
FIRST 8 MONTHS OF 1929 
(000 omitted) 


Long-Term 
Bonds & Notes 


Grand 
Total 
$265,646 

197,314 
149,963 

99,757 
90,356 
85,854 
222,011 
485,736 


$1,596,637 


Stocks 
$256,646 
175,814 
102,963 
98,257 
90,356 
76,854 
201,761 
481,736 


$1,484,387f 


1929 





$112,250* 


*Includes $26,000,000 Canadian. 
tT Includes $1,925,000 Canadian. 


While complete figures for the month of 
September are not available at this writing, 
enough large projects have been announced to 
assure a total in excess even of that of August. 
Already the total investment in these under- 
takings is apparently in excess of $3,000,000,- 
000, and what the total may be by the end of 
the year is impossible to tell. 

When it is considered that aggregate re- 
sources of British investment trusts, after a 
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growth of more than fifty years, are estimated 
at around $1,000,000,000, the extraordinary 
character of the American development within 
the span of only a few years will be more 
readily appreciated. 

The importance of these flotations during 
the past year has a bearing on the 25 per 
cent increase in new financing of all kinds 
noted at the beginning of this article. When 
allowance is made for issues by investment 
trusts and holding companies, whose funds are 
invested largely in other securities, and for 
issues creating corporate structures out of 
privately owned businesses and partnerships, 
it is apparent that the net increase in capital 
available for new plant construction or busi- 
ness expansion is not nearly so great as the 
bare aggregate figures would seem to indicate. 


European Affairs 





Between reparations conferences and tight 
money Europe has had a rather uncomfortable 
year thus far, although apparently it has suf- 
fered more from its apprehensions than from 
actual developments. On the whole, the vol- 
ume of business seems to have been well 
maintained, with a tendency to improvement, 
and the agreement upon reparations finally 
reached at the Hague is believed to have dis- 
posed of that vexed subject, at least for a good 
many years to come. Certain details of the 
plan are yet in the hands of committees, but 
the president of the Conference has announced 
that the various questions relative to the ap- 
plication of the Young Plan have been set- 
tled in outline, all of the Governments repre- 
sented having accepted the Plan in principle. 
The Conference will reassemble when the com- 
mittees are ready to report. The Plan as a 
whole will have to be ratified by the parlia- 
mentary bodies of the countries concerned, but 
as these bodies are represented in the Con- 
ference by responsible officials ratification is 
certain. 

The new labor government of Great Britain, 
through its Chancellor of the Exchequer, Mr. 
Philip Snowden, surprised the Conference by 
making strenuous objection to the division of 
reparations agreed upon by the Young Com- 
mittee of Experts, on the ground that it had 
altered the percentage distribution’ agreed 
upon at the Spa Conference, several years 
prior to the Dawes agreement, and that in 
some other respects the interests of Great 
Britain had been sacrificed. Although the 
outlook for agreement was dubious for a 
time, eventually all parties displayed a con- 
ciliatory spirit and the differences were 
adjusted. 

This agreement purports to be final, but an 
agreement to pay sums of such magnitude 
must be accepted as necessarily dependent 





October, 1929 


ee el 





upon conditions which cannot be wholly fore- 
seen, and therefore as possibly subject to 
claims for revision. It is encouraging that the 
spirit of conciliation grows from conference 
to conference, for it affords a basis for confi- 
dence that whatever problems may arise in 
the future will be disposed of in like spirit. 

M. Briand, the Premier of France, was very 
influential in overcoming the difficulties which 
developed at the Conference, expressing him- 
self as feeling that the sums of money in- 
volved were of slight importance in compari- 
son with the value to all Europe of lasting 
cooperation for the maintenance of good 
relations. Of even greater significance than 
the agreement among the creditor powers 
over the division of reparations was the 
agreement of the occupying powers for the 
withdrawal of troops from German territory. 
This has begun already and is to be completed 
not later than the end of June, 1930. 

With the establishment of the International 
Bank as the agency for receiving reparation 
payments, the office of the Agent General of 
Reparation Payments in Berlin will be abol- 
ished, and with it all the officials and para- 
phernalia of control over the pledged revenues 
of the railways, the Reichsbank, etc. Germany 
will be free again to manage her domestic af- 
fairs in her own way, subject only to the obli- 
gation to observe in good faith the terms of 
the new compact. 


The Governors of the central banks of the 
countries immediately concerned were charged 
with appointing an organization committee for 
the proposed Reparations Bank. The Fed- 
eral Reserve Board of the United States hav- 
ing failed to accept the invitation to participate 
in the formation of the institution, Mr. Owen 
D. Young, as Chairman of the Committee of 
Experts which prepared the Plan, was asked 
to name two bankers of the United States to 
serve on the Organization Committee. He 
named Mr. Jackson E. Reynolds, President of 
the First National Bank of New York, and 
Mr. Melvin A. Traylor, President of the First 
National Bank of Chicago, who accepted and 
have left on their mission. At this writing 
the place of meeting has not been named. 


Last Year of the Dawes Plan 


The Dawes Plan ended on August 31, 1929, 
and the Young Plan began at that time, except 
that collections under the former will continue 
until the latter is actually ratified and in effect. 
The excess of collections under the Dawes 
Plan after August 31 will be refunded when 
the Young Plan is in effect. Collections in 
the last year have been at the rate of 2,500,- 
000,000 gold marks per year, and the total 
collections since the Dawes Plan went into 
effect have been slightly under 8,000,000,000 
marks, equivalent to not quite $1,900,000,000. 
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The annuity year under the Young Plan will 
correspond with the fiscal year of the German 
Government, which begins April 1, and for 
the year beginning April 1, 1930, and ending 
March 31, 1931, the payments will aggregate 
1,707,900,000 reichsmarks. This compares 
with 2,500,000,000 reichsmarks which Ger- 
many has paid in the past year. In no year 
under the new schedule will payments be 
as large as in the annuity year 1928-1929. 


Throughout the five-year period of the 
Dawes Plan the payments according to the 
schedule have been regularly met, but in the 
last three fiscal years, and particularly in the 
last one, Treasury expenditures have not been 
fully covered by revenues. The Agent General, 
Mr. Gilbert, in his interim Report dated July 1, 
1929, says that “the steady increase in the 
revenues of the Reich in the last three years, 
notwithstanding important tax reductions, has 
been an impressive reflection of the growth of 
income, consuming power and taxable wealth 
in Germany.” Nevertheless, expenditures have 
increased faster than revenues, and after ex- 
hausting a previously acquired surplus, created 
a serious deficit in the year ended March 31, 
1929, 


Conditions in Germany in 1929 


Although the Young Plan is very welcome 
in Germany for the relief it gives from the 
presence of foreign troops and the foreign 
supervision exercised through the several 
committees and commissioners, and also for 
the substantial reduction in annual reparation 
payments, sentiment in business circles since 
the adjournment of the Young Committee has 
been unmistakably pessimistic. This is shown 
by utterances of the press and representative 
men in business circles and by the movements 
of the security markets. Apparently better 
terms had been hoped for, and the long period 
of payments confronting them in the terms 
of settlement has had a depressing effect. 


German financiers point to the fact that 
while annual reparation payments to 1934 will 
be less than in the last year of the Dawes Plan 
by about 800,000,000 reichsmarks, interest pay- 
ments upon the German borrowings abroad 
now amount to approximately 1,000,000,000 
reichsmarks annually, and say that while it is 
true that the use of this borrowed capital has 
aided in the recovery of German industry, the 
interest charges are at very high rates and 
German industry must operate close to capa- 
city to enable profits to be made. Any falling 
off in the rate of production seriously affects 
the accumulation of capital and the ability of 
Germany to escape from the necessity of con- 
tinuous borrowing. The rising tariffs of other 
countries and the prospective elimination of 
the system of reparation payments “in kind” 
are regarded as unfavorable developments. 
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Undoubtedly the tight money situation of 
this year, emphasizing as it has seemed to do, 
the dependence of Germany upon outside cap- 
ital, has intensified the feeling of depression. 
It is a familiar fact that not only for reparation 
payments but for the replenishment of work- 
ing capital, Germany has been very largely de- 
pendent upon foreign loans. The United 
States has been the chief source of these loans, 
but since the middle of 1928 the money situa- 
tion in the New York market has been such as 
to cut off this supply in great part and cause 
an actual withdrawal of American funds from 
the German market. 

The resulting situation in Germany and the 
manner in which the Reichsbank has dealt 
with it, is an interesting subject for study, and 
no more reliable account of it can be had than 
that which is given by Mr. Gilbert in the in- 
terim report to which reference is made above. 
Mr. Gilbert says that withdrawals from Ger- 
many to the United States in the last half of 
1928 were more than offset by an inflow of 
funds from Great Britain, Holland, Switzer- 
land, and particularly France, but that during 
the first half of 1929 “the aggregate movement 
was away from Germany and funds flowed 
out in great volume.” He proceeds to de- 
scribe the situation as follows: 

The rebuilding of the domestic supply of capital to 
the point at which interest rates decline, remains as at 
all times since stabilization the central problem of 
the German economy. In the last six months the 
fund of ready capital has gained on the whole no 
enlargement from abroad; on the contrary, the move- 
ment of funds has been away from Germany, and the 
gold base supporting the credit structure has nar- 
rowed. In part, 2s will be seen in later sections of 
this chapter, the outward flow of funds was due to 
conditions which affected Europe more or less uni- 
formly. These conditions centered on the high rates 
for money current in New York, which attracted funds 
from the principal money markets of the world, in- 
cluding those of Germany. But in addition to this 
powerful influence, another force operating in the 
same direction during most of the period and with 
particular vigor in April and May, was the uncer- 
tainty as to whether agreement would be reached at 
the meeting of the Experts in Paris. From the end 
of December, 1928, until the end of May, 1929, the 
reported reserves of the Reichsbank declined by about 
820 million reichsmarks, and in addition the Reichs- 
bank lost a large but unstated amount of foreign 
exchange from its stock of devisen not separately 
reported, 


Confirming Mr. Gilbert’s account of the 
pressure upon the German money market in 
the first five months of 1929, we quote the 
following from the pamphlet entitled “Ger- 
many’s Economic Development during the 
first half of 1929,” issued by the Reichs- 
Kredit-Gesellschaft, of Berlin, an official 
publication issued twice each year, in Jan- 
uary and July. The last number says: 

In each of the past two years Germany has importe1 
approximately 4 billion reichsmarks of capital, and 
has invested this amount plus the capital created 
within her own borders. It was only with this exten- 
sive assistance from abroad that she was able to 
make full use of her plant and machinery. In the 


past half year, however, tke stream of foreign capital 
has, to her detriment, been turned away from Ger- 


many. It has therefore not been possible to continue 
with domestic constructions and productive invest- 
ments to the same extent as before. Fortunately, 
Germany is now able to reap the benefits of the 
progress made in the past few years and the foreign 
capital invested during that time. This offers some 
compensation for the diminshed sales possibilities re- 
sulting from the change in the flow of capital. 


During the last half of 1928 the movement 
of capital into Germany from Great Britain 
and the Continental countries raised exchange 
rates in favor of Germany’so that the Reichs- 
bank’s holdings of gold and eligible foreign 
exchange increased from 2,307,000,000 reichs- 
marks on June 23 to 2,884,000,000 on Decem- 
ber 31, or by the equivalent of about $140,000,- 
000. This was the strongest position the Bank 
had occupied since the stabilization. On the 
strength of this position, it lowered its dis- 
count rate on January 12, 1929, from 7 to 6% 
per cent, an action which in view of what fol- 
lowed must be now regarded as a mistake. 
Mr. Gilbert describes what followed: 


In January the inward flow of gold and devisen 
stopped and the Reichsbank’s reserves remained prac- 
tically stationary; in February there was a moderate 
decline in its holdings of devisen, and in March there 
was a loss of both devisen and gold. Altogether the 
Reichsbank’s reserves declined in these three months 
by 166 million reichsmarks, and in addition the Reichs- 
bank lost a considerable but unstated amount of 
devisen not listed as reserve. During this period the 
loss of reserves on the part of the Reichsbank was 
proportionately smaller than in the case of European 
central banks as a whole. In the first three months 
of 1929, the gold and devisen reserves of fifteen 
European central banks, including the Reichsbank, 
showed an aggregate decline in the equivalent of 
oy million reichsmarks (approximately $300,000,- 

When it is understood that this decline in reserves 
represented not the full amount of funds moving out 
of the markets concerned, but merely such portion as 
central banks were called upon to supply, some meas- 
ure is obtained on the strength of the movement of 
funds away from Europe. Many of the central banks 
took action calculated to protect their reserves. Early 
in February the Bank of England raised its discount 
rate; in March the rates of the Banks of Italy and 
the Netherlands were also raised, and in April similar 
action was taken by the Banks of Poland, Hungary 
and Austria. 


Mr. Gilbert points out that the German 
money market was in a particularly vulner- 
able position at this time because of the large 
amount of foreign funds employed there. He 
says: 


The large volume of foreign deposits in German 
banks and the large amount of German bills circulat- 
ing in foreign markets made the German foreign ex- 
change position exceedingly sensitive. Early in April 
it was already apparent that foreign bankers were 
showing more and more disinclination to buy German 
bills; accordingly bills falling due could not be cov- 
ered from the proceeds of fresh bills discounted, but 
had to be taken care of by other means. Later in the 
month there developed some disposition on the part 
of foreign bankers to withdraw deposits then subject 
to call and to give notice with respect to time deposits. 

* * * * 


In order to obtain a sufficient supply of foreign 
exchange to meet the demand and thus to hold the 
reichsmark at or somewhat above the technical gold 
export point, the Reichsbank sold gold in April in 
the amount of 791 million reichsmarks. These sales 
of gold were widely distributed among the main Eu- 
repean and overseas financial markets; the principal 
shipments were to New York and Paris, the latter in 
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exchange for dollar credits in New York. These 
operations of the Reichsbank were effected for its own 
account and had the practical result of preventing the 
purchase and shipment of gold from Germany on 
private account. 


From December 31 to May 15 the Reichs- 
bank reserves of gold and eligible foreign ex- 
change declined from 2,884,000,000 reichs- 
marks to 1,820,000,000, or by 1,064,000,000 
reichsmarks, the equivalent of nearly $250,- 
000,000, and 36% per cent of its holdings. For- 
tunately, by accumulating gold in 1928, and 
pursuing a conservative policy the institution 
had placed itself in a strong position. 


The Reichsbank Rations Credit 


Nevertheless it found itself in April obliged 
to take imperative action, even to the ration- 
ing of credit. Mr. Gilbert says: 

On April 25, 1929, the Reichsbank raised its dis- 
count rate one point to 7% per cent, the highest rate 
since early in 1926. The higher rate was only par- 
tially effective in checking the outflow of funds and 
the free use of Reichsbank credit. For some time 
further the Reichsbank lost devisen in considerable 
volume. As an alternative to raising its rate still 
higher, the Reichsbank early in May resorted to the 
emergency measure of rationing credit, a means which 
it had employed in the period of recovery from the 
inflation and had found then to be successful. Rates 
of interest in the German market thereupon rose and 
exerted a repressive influence on all credit transac- 
tions, 

We have it from other reliable sources that 
the “rationing” of credit referred to included 
an enforced and substantial contraction of the 
credits which all German banks at that time 
had at the Reichsbank, a procedure which nec- 
essitated a corresponding withdrawal of credit 
from the public. That the banks were able to 
comply with this requirement speaks well for 
their liquidity and for the soundness of the 
general situation, but obviously it exerted a 
depressing influence. 

By June the methods of the Reichsbank had 
become effective, and the demand for loans 
having been curtailed, the Bank abandoned its 
rationing policy. Moreover, capital began to 
come in again from outside, some of it home 
capital which had gone abroad during the 
period of greatest stress and uncertainty. Mr. 
Gilbert attributes the change in part to the 
fact that the reparation experts had reached 
an agreement. A $50,000,000 syndicate bank 
loan in New York was a factor. 


Decline of Foreign Loans 


In the first six months of 1929 the total of 
foreign loans publicly issued for German ac- 
count was 289,800,000 reichsmarks, against 1,- 
128,000,000 in the corresponding period of 
1928. Mr. Gilbert adds upon this point: 


It was officially announced on June 2ist, that a 
syndicate of German bankers had agreed to place a 
credit of 210 million reichsmarks at the disposal of 
the Reich, and that the furnishing of this sum was 
made possible through a corresponding agreement by 
the German syndicate with a group of American 


bankers. The duration of the credit is for one year, 
and the interest rate is 74% per cent on such part of 
the credit as may be used, plus 1 per cent commission 
on the total amount of the credit. 


The Reichs-Kredit-Gesellschaft quotes in- 
terest rates in June upon private discounts at 
7¥% per cent, 30-day money 9-10% per cent, 
mortgage money above 10 per cent. 

At the end of May the Finance Minister 
announced an issue of 5—15-year bonds of 
the Reich up to the nominal amount of 300,- 
000,000 reichsmarks. The terms were favor- 
able as regards tax exemptions, with 7 per 
cent interest and offered at 99, but the offer- 
ing was closed after an extension of the 
subscription period, with total subscriptions of 
about 180,000,000 reichsmarks. 

The foregoing is sufficient to give an idea 
of the conditions which business has been con- 
fronting in Germany during the past eight 
months, and accounts for the pessimistic ex- 
pressions which have come from there. It is 
evident, however, that the trouble is not so 
much due to reparation payments as to the 
enormous attraction of the New York money 
market upon the loose funds of the world. 


Business Holding Up 


Even so, business in Germany has been upon 
a good scale of activity. The Reich-Kredit- 
Gesellschaft report, which is tinctured with 
the prevailing pessimism, admits that coal pro- 
duction and domestic coal consumption are 
ahead of last year, but says that the rate of 
expansion is not as large as that of other coal- 
producing countries. The freight traffic of the 
railways is about the same as last year. Iron 
and steel production seems to be about the 
same as last year, with exports slightly larger 
and domestic consumption slightly smaller. 

Here again the reviewer finds the compari- 
son with other producing countries unfavor- 
able. It could scarcely be otherwise than that 
the higher cost of capital would affect the use 
of iron and steel to some extent. We are im- 
pressed that the effects of the disturbance of 
credit conditions have not been greater. 

The urgent need for housing accommoda- 
tions causes the volume of permits of this 
class to continue rising, but permits for pub- 
lic and industrial construction are declining. 

In foreign trade the position of Germany 
has improved in the past year. Good crops 
in 1928 have reduced the imports of foodstuffs. 
Imports of raw materials have increased, which 
indicates activity in the industries. Exports 
are clearly gaining, and the adverse trade bal- 
ance of nearly one billion reichsmarks in the 
first five months of 1928 was reduced to 
about one-quarter of that amount in the cor- 
responding period of this year. This affords 
a substantial basis for the hope that Germany 
will establish an export balance. Her largest 
trade possibilities are in Russia, where im- 
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portations now are closely controlled by the 
Government. In the event of a relaxation of 
this policy it may be expected that Germany 
will benefit largely. 

The Reichs-Kredit-Gesellschaft sums up its 
review of the first half of 1929, in part as 
follows: 


In the past few years Germany has, with the as- 
sistance of foreign capital, been enabled to build up 
and improve her economic system and also to pay 
reparations. In the first six months of the current 
year, however, the stream of foreign funds has turned 
away from Germany. As a result domestic businesa 
has fallen off, but foreign markets have opened many 
new outlets for German goods. Insofar as Germany 
is able to compete abroad, her industry has been 
taking advantage of the rising business cycle in other 
countries. In this respect the improvements in oper- 
ating efficiency and the development of foreign trade 
relations in the last few years have been helpful. 
The progress made, however, is not sufficient, and 
tariff barriers and the numerous other handicaps ars 
too great to permit German business to regain abroad 
what has been lost in the domestic market. 


This undoubtedly sounds the note of pessi- 
mism which prevails in Germany at the 
moment, but we think it is overmuch in- 
fluenced by temporary conditions. 


Monetary Ease in France 


The credit situation in France is in marked 
contrast with that in Germany and Great 
Britain. The discount rate of the Bank of 
France remains at 34% per cent, to which it 
was reduced in January, 1928, from 4 per cent. 
The gold reserves in vault of the Bank have 
been rising ever since the reorganization of 
the monetary system, which was announced 
in June, 1928, from 28,935,000,000 francs ($1,- 
133,000,000) at that time to over 39,000,000,- 
000 francs ($1,528,000,000) at this time, or 
about 35 per cent. For the most part this gain 
in vault gold represents a gradual transfer 
of foreign credits which the Bank held at the 
date of the monetary change. The statements 
of June and December, 1928, and June and 
September, 1929, show gold in vault and assets 
abroad as per the following table, to which 
for comparison are added the figures for dis- 
counts and advances at home: 


BANK OF FRANCE HOLDINGS OF GOLD 
AND FOREIGN ASSETS 
(in Francs, 000,000 omitted) 
September June December June 


3,1 14, 19 , 19 1 


36,609 31,977 28,935 
25,971 32,640 36,308* 
62,580 64,617 65,243 


Gold in Vault. 
Foreign Bills and 


Balances 25,968 





Total Discounts 
and advances 
10,277 7,889 4,819 


*Included 9,778,000,000 foreign exchange temporarily 
loaned, 


8,710 


It has been no secret that the Bank author- 
ities have considered that they had a dispro- 
portionate amount of their assets abroad and 
desired to bring some of them home, as it 


could be done without disturbing international 
finance. 

No little discussion has arisen over heavy 
transfers of gold from London to Paris in 
the last three months. The gold reserves of 
the Bank of England on June 13 were £164,- 
200,000, which was the highest point of the 
current year. As a result of continuous 
exports they were down on September 26 to 
£133,200,000, a net loss of £31,000,000, or 
about $150,000,000. Inasmuch as the bulk 
of this gold was known to be going to Paris, 
gossip suggested that political policy might 
have something to do with it, particularly 
with reference to the reparation conference 
at the Hague, location of the Reparation 
Bank, etc. Neither the Bank of France nor 
the French Government thought it worth 
while to comment upon such gossip, but well 
informed observers pointed to the fact that 
although the gold holdings of the Bank had 
been increasing, its foreign assets remained 
practically unchanged. Evidently it was not 
transferring any of its own assets. The pre- 
ceding figures for June 14 and September 13 
show this to be the case. It is beyond contro- 
versy that about $100,000,000 of the gold lost 
by the Bank of England since the middle of 
June has gone to the Bank of France, but it is 
also true that the foreign holdings of the 
Bank of France have not been diminished. An 
explanation of the situation is not difficult. 

France has been having a very prosperous 
year, which has caused an increased demand 
on the French banks for accommodations. 
This demand has been increased by the fact 
that the revenues of the French Government 
have been showing a handsome surplus over 
disbursements, thereby causing currency to 
flow through the Treasury into the Bank of 
France and accumulate there. A shortage of 
currency was thus created when the tourist 
season was at its height, and the banks which 
do business with the public were under the 
necessity of obtaining Bank of France notes 
in some way. One way was by rediscounting 
at the Bank, which they have done to a very 
considerable extent, as shown by the preceding 
table. The French banks, however, are not 
obliged to resort to rediscounts in order to 
obtain currency. The Bank of France is not 
the only French bank which maintains a for- 
eign portfolio. The other banks are constantly 
receiving foreign exchange and are accus- 
tomed to employ more or less of their funds 
abroad, particularly in London. The activity 
of French business, the demands of their home 
customers, and the favorable state of the ex- 
changes, apparently have induced them to 
bring home a portion of such holdings in the 
form of gold, which, following the usual prac- 
tice, was deposited at the Bank of France for 
currency or credit. The Bank is required by 
law to buy or sell gold within fixed points. 
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It is pertinent to say that although the Bank 
of France discount rate for commercial bills is 
3% per cent, the supply of eligible bills is 
comparatively small, hence, this rate is not 
representative of the bulk of current bor- 
rowing. The Bank’s official rate for “advances” 
is 5% per cent, but these lendings are re- 
stricted, and the common interest rate at other 
banks is somewhat higher than this. Under 
these conditions a resale of foreign French 
holdings, other than those of the Bank of 
France, is a natural proceeding. 

The conclusive fact bearing upon the dis- 
cussion over these transfers is that the open 
exchange rates between London and Paris 
have been such as to afford a profit on trans- 
fers to the latter. When this is the case the 
transactions are not necessarily confined to 
banks. 

Apropos of the above figures of the Bank 
of France, it is interesting to note that through- 
out last year and until recently the Bank of 
France has been employing more funds in 
foreign markets than at home. This is not to 
be attributed to choice, but to the situation in 
which it unwittingly found itself as the result 
of the great return movement of French capital 
following the financial reforms inaugurated by 
Premier Poincare in 1926 and finally confirmed 
and established by the financial legislation of 
1928. A vast amount of capital had been 
transferred out of France during the years in 
which the franc currency was depreciating, but 
as soon as stability was assured the homeward 
movement set in. That movement might have 
made a great deal of trouble for the money 
markets of the world if the Bank of France 
had not wisely and considerately managed it 
by accepting foreign bank credits in lieu of 
gold in exchange for its notes. True, it is get- 
ting a better return upon the sum of approxi- 
mately $1,000,000,000 which it still has abroad 
than it could get at home. 

The situation has been abnormal ever since 
the “flight from the franc” began, for this 
French capital contributed to swell the sum 
of available capital in foreign money centers, 
and thus became the basis of credits which 
could not be withdrawn without disturbing all 
markets. The owners of this capital have ex- 
changed it for Bank of France currency, and 
the Bank is in the position of holding these 
foreign assets against demand liabilities. It 
held against these liabilities at the middle of 
September a gold reserve of about 46 per cent, 
but the greater part of its remaining assets are 
abroad. This situation has resulted in a dupli- 
cation of bank credits on an unusual scale. 
The original owners of these funds have re- 
ceived Bank of France credits for them and 
these are employed in France, while the Bank, 
having come into the ownership of the 
original funds abroad, continues to employ 
them in the foreign markets. Naturally the 
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Bank is inclined to consolidate its assets at 
home, but comparatively speaking, the home 
market is already well supplied with funds, 
and any rapid transfer of these funds would 
lessen its own earnings. Furthermore, it 
would seriously disturb the world’s financial 
equilibrium. 

The logical unwinding of this tangle would 
be by having French investors buy foreign 
securities, thereby returning Bank of France 
notes to the Bank for foreign exchange, and 
giving up the latter for the investments. This 
would liquidate a lot of demand liabilities in 
Paris, London and New York and contribute 
to peace of mind everywhere. At present, how- 
ever, restrictions are placed upon foreign flota- 
tions in France, and without offering in terms 
of French currency and sponsored by French 
banking houses, the anticipation of foreign 
securities is limited. 

The great rise of revenues has placed the 
French Government in an easy and sure posi- 
tion, and finishes off M. Poincare’s masterly 
achievement with the finances in a most tri- 
umphant manner. The yield of taxation in the 
first seven months of 1929 was 3,869,000,000 
francs in excess of the budget estimates, or 
over $150,000,000. Already tax reductions have 
been voted which are expected to reduce reve- 
nues by approximately 1,200,000,000 francs per 
year. This is done although the budget of 
expenditures for next year contemplates an 
increase of 3,000,000,000 francs. The Treasury 
is now in position to accomplish large savings 
by refunding operations at lower rates of in- 
terest. The last conversion loan was at 4% 
per cent. Looking back at the dark days 
through which France has passed it is grati- 
fying to be able to say that the country is on 
solid ground financially again. 

These rising revenues are unmistakable evi- 
dence of general prosperity, and there is 
abundant assurance that this will continue at 
least through another year, for the crops are 
exceptionally good. The wheat crop is esti- 
mated as sufficient to meet the consumptive 
requirements of the country, which is some- 
thing unusual, and the price is as much above 
the average as the yield. The coal and iron 
industries are better off than last year, and 
excepting the textiles, which complain of low 
prices, the industries generally are busy. 


The London Money Market 


The foregoing accounts of money conditions 
in Germany and the movement of gold from 
London to Paris during the present year are 
sufficient to indicate that all of the financial 
centers of Europe have been under pressure, 
due primarily to the trend of capital to New 
York, attracted either by high interest rates 
or the speculative opportunities. London, as 
a market where continental funds are largely 
employed has felt the pressure from all sides. 
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It has been losing gold to New York and also 
to the Continent. The first effect on Europe 
of high rates in New York was in the sharp 
falling off of American loans in the second 
half of last year; the second effect was in the 
withdrawal of American short tenm funds 
from Germany last Fall, and then, in the early 
months of this year came a movement of 
European capital for investment or employ- 
ment in Wall Street. 

In the second half of 1928 the Bank of Eng- 
land was losing gold to Germany and to the 
United States, its holdings declining from 
£176,600,000 on the 12th of September, to 
£149,900,060 on the 7th of February, 1929. At 
the last named date the discount rate was 
raised from 4¥%4 to 5% per cent, which checked 
the movement. Then a movement from Ger- 
many began, partly to the United States and 
partly to London. With the aid of South 
African receipts, the Bank of England’s hold- 
ings were built up to £164,200,000 on June 13. 
Since then the Bank has been losing to the 
United States, France, Germany and other 
countries, until its holdings are down to 


£133,200,000, the lowest point touched since 
the currency was stabilized in April, 1925. 
The Cunliffe Committee, which reported upon 
monetary policy before stabilization was effec- 
ted, recommended that £150,000,000 should be 
regarded as the minimum of gold holdings to 


be maintained, and since this figure was 
passed the public has been anticipating, from 
week to week, that the discount rate would be 
raised. The authorities evidently have been 
disinclined to act. For one thing, they were 
loath to impose a higher interest rate on 
British business, struggling as it is under 
many difficulties, and for another there was 
doubt whether a higher discount rate would 
have any effect upon the movement to Paris, 


which represented the withdrawal of French 
funds. 

Finally, however, in view of the continuing 
drain, action was taken on the 26th ult., raising 
the discount rate from 5% to 6% per cent. 
This is an extraordinary rate for London, and 
should be effective, but everything is relative, 
and effectiveness in this case depends upon 
the pressure of credit demands elsewhere. 


The influence of the advance of the bank 
rate upon the London money market is seen 
in the prompt advance of the rate on 90 day 
commercial bills from 5% to 534 on the pre- 
ceding day to 6% to 6% on the following day. 
At the beginning of the year this rate was 
45-16 to 43% and at the beginning of June 
5% to 5%. 

On December 31, 1928, the Bank of England 
held in gold the equivalent of $750,000,000; 
during the year 1929 to September 12th, reck- 
oning in dollars, it obtained in new gold from 
the mines about $56,000,000 and from other 
sources $63,000,000, a total of $119,000,000, but 
lost by withdrawals approximately $213,000,- 
000. Moreover, for practically all of its receipts 
it has been compelled by competitive bidding 
in the London market to pay above the legal 
minimum rate, which allows it a commission 
on the mint price. 

The following table shows the position of 
the principal central banks of Europe as re- 
gards holdings of gold and foreign exchange 
on December 31, 1928, and as of the latest 
available date in September, 1929. 

Referring to the table it should be added 
that the foreign exchange holdings of these 
banks are not completely represented by the 
figures given, inasmuch as a number of the 
central banks follow the practice of carrying 
a portfolio of foreign commercial bills in addi- 
tion to their stated holdings of sight exchange. 








GOLD AND FORE!IGN EXCHANGE HOLDINGS IN THE PRINCIPAL EUROPEAN COUNTRIES 
(In millions of Dollars) 


December 31, 1928 
Foreign 
Gold Exchange 
Holdings Holdings 
Bank of England 
Bank of France 
German Reichsbank 
Natl. Bank of Belgium.... 
Bank of Italy. 
Bank of Spain 
Swiss National Ban 
Netherlands Bank .... 
Bank of Norway 
Bank of Sweden 
Danish National Bank. 
Czech National Bank. 
Bank of Poland 
Austrian National Bank.. 


14 Central Banks 


Increase or decrease 
over December, 1928. 


As of !atest available date in September 


Foreign 

Gold Exchange 

Holdings Holdings 
648 








These commercial bills usually are regarded 
as their first line of defense, and including 
these it is probable that their foreign holdings 
have declined more than the table shows. 


The net totals of the table show a gain of 
$73,000,000 in gold, mainly in the Bank of 
France, but a loss of $366,000,000 in foreign 
exchange. The gold constitutes the net gain 
of all the central banks of Europe ner pe 
the Bank of England, from the world’s gol 
production in 1929. Excepting the Bank of 
France, the National Bank of Belgium is the 
only institution showing a gain in its total of 
gold and foreign exchange, but its foreign bill 
holdings are subject to the comments of the 
preceding paragraph. For the last two years 
Belgium has been the most prosperous coun- 
try in Europe, as evidenced by industrial 
activity and full employment. The low rate 
to gold at which the currency was stabilized 
tended to keep real wages below the level of 
neighboring countries, thus giving an advan- 
tage to its industries. A scarcity of both 
skilled and unskilled labor is reported, but an 
adjustment is being gradually effected by ris- 
ing wages and immigration of laborers from 
other countries. 


Merger of The National City and 
Corn Exchange Banks 


On September 19 announcement was made 
of a proposed merger of the Corn Exchange 
Bank Trust Company of New York with The 
National City Bank of New York, subject to 
approval by the stockholders of the two 
institutions of the terms which have been 
agreed to by the two directorates. 

This is the second merger in 1929 in which 
The National City Bank has been concerned. 
The first, by which the Farmers’ Loan and 
Trust Company was acquired, was announced 
on April 2nd and became effective on June 
29th. This old and highly regarded institution 
was originally organized as the “Farmers Fire 
Insurance and Loan Company,” and its char- 
ter, dated February 28, 1822, gave as its pur- 
pose “To accommodate the citizens of the 
State.” Trust companies in the early days 
did not carry on a general banking business as 
at present, but were confined strictly to the 
exercise of trust functions, writing of insur- 
ance, etc. It was not until 1874 that trust 
companies were required to report regularly 
to the New York State Banking Department, 
and in 1887 they were empowered to receive 
deposits. The name was changed in 1836 to 
Farmers’ Loan and Trust Company. Accord- 
ing to its latest statement preceding the mer- 

er, showing its condition as of March 22, 

929, the institution had capital stock out- 
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standing of $10,000,000, surplus and undivided 
profits $23,212,698, deposits $170,436,932, and 
total resources of $219,050,022. It had two 
branches in New York City, two offices abroad 
and one on the steamship Leviathan. 


The Corn Exchange Bank is another insti- 
tution which has long been an important fac- 
tor in New York banking history. It was 
chartered under the banking law of New 
York State in 1853 and continued to operate 
under that charter until May 21, 1929, when 
it was converted into the Corn Exchange 
Bank Trust Company. In its career it has 
absorbed eleven banking institutions in New 
York City, all of which were converted into 
branches of the Corn Exchange and have been 
continued to the present time. These eleven 
banks and the dates of their establishment and 
merger are given herewith: 


Organized Merged 


Mechanics & Traders Bank. Jan. 20, 1902 
Eleventh Ward Bank May 16, 1902 
Flushing & Queens Co. Bank.. Aug. 

Home Bank Mch. 

First Natl. Bank, Staten Is Feb. 2 
Mount Morris Bank 1 Oct. 
Hudson River Bank Mch. 

Union Square Bank Jan. 
Washington Trust Co Jan. 

Astor Place Bank Mch. 13, 
Stapleton National Bank. Apr. 30, 











The Corn Exchange entered upon its branch 
banking policy immediately following the pas- 
sage in 1898 by the New York legislature of a 
law enabling State banks in cities of more than 
1,000,000 population to open branches within 
their own city limits. In addition to the 
branches acquired through mergers as stated 
above, others have been opened from time to 
time until the total number now is 68. Having 
as a State bank the right to operate branches 
before National banks were authorized to do 
so, it was able to establish itself in eligible 
locations throughout the city practically with- 
out rivalry in such development. The position 
which the Corn Exchange has thus acquired 
is the basis of the statement made by Chair- 
man Mitchell, of The National City Bank, in 
announcing the merger, that the object pri- 
marily in view was not development of the 
National City in size, but “intensive develop- 
ment of branch banking in New York City.” 
The acquisition of the Corn Exchange system 
will increase the number of National City | 
branches in New York City to more than 100. 

The capital, surplus and undivided profits of 
the Corn Exchange Bank on July 1, last were 
$34,879,920, and its total resources, $323,666,- 
181. The total resources of The National City 
Bank as shown by its published statement of 
June 29 were $2,062,400,220. The aggregate 
resources of the two institutions at that time 
were $2,386,066,401. 


THE NATIONAL CITY BANK OF NEW YORK 





from high, far-seeing places... 


Down in the hurly-burly of the street, we What changes are still to come to Minne- 
cannot clearly see the face of change, but apolis? No one can foretell, but we know 


there are high, far-seeing places where the 
eye can trace the changes that have marked 
the progress and expansion of the city. 


that momentous changes are inevitable. To 
help you meet these changes as they come, 
to anticipate them, as far as possible, and 


Growing with Minneapolis, the First turn them to your advantage, the First 
National Bank and its affiliated institutions National Group of Banks puts all its 


have contributed to the city’s development facilities at your disposal. Its lang expeti- 


by sound, constructive cooperation with its ’ 7 
citizens and their business interests. Always ence, the knowledge gleaned from its wide 


these banks have sought the high, far-seeing sources of information, its unbiased oneuey, 
places where perspective, coupled with expe- of conditions and facts will aid you in 
rience, makes it possible to see the picture determining your own and the city’s 
whole. growth. 


&@) FIRST NATIONAL GROUP @ 


RESOURCES OVER $155,000,000 
MINNEHAHA NATIONAL BANK 
ST: ANTHONY FALLS OFFICE FIRST NATIONAL BANK porary: 
THE OLDEST BANK IN MINNEAPOLIS~ORGANIZED 1864 PRODUCE STATE BANK 


W. 
WEST BROADWAY OFFICE Ast Avenue North at 7th Street 


Ceo Apres FIRST MINNEAPOLIS TRUST COMPANY 


NORTH SIDE OFFICE ORGANIZED 1888 


FIRST MINNEAPOLIS COMPANY 


BLOOMINGTON-LAKE 
NATIONAL BANK 








